
0 COMMONWEALTH OF KENTUCKY 

BEFORE THE PUBLIC S E R V I C E  COMMISSION 

t * * * R 

In  t h e  Hatter o f :  

NOTICE OF CUMBERLAND FALLS HIGHWAY ) 
WATER D I S T R I C T  OF PWA INCREASE IN ) CASE NO. 9417 
RATES EFFECTIVE OCTOBER 2 ,  1985 1 

O R D E R  

On September 9 ,  1985,  Cumberland F a l l s  Highway Water 

District ("Cumberland Fal l s" )  f i l e d  its application w i t h  the 

Commission r e q u e s t i n g  approval of its purchased water adjustment 

c l a u s e  and a u t h o r i t y  to adjust its rates i n  accordance  w i t h  that 

clause.  Cumberland F a l l s  proposed  to r e c o v e r  t h e  increase i n  

purchased water e x p e n s e  from one of its wholesale suppliers, t h e  

C i t y  of Wil l iamsburg ( "Williamsburgw) , which became e f f e c t i v e  J u l y  

15, 1985.  The Commission h a s  a c c e p t e d  this proposal subject to 

the a b s o r p t i o n  test described h e r e i n .  

COMMENTARY 

P r i o r  to approv ing  i n c r e a s e d  rates resulting from purchased 

water cost increases pursuant to 807 KAR 5 : 0 6 7 ,  the C o m m i s s i o n  

must examine a utility's financial condition to determine whether  

it c6n absorb any of t h e  increased cost. I f  t h e r e  i s  p o t e n t i a l  

for absorption, the Commission may adjust rates  to offset only 

t h a t  p o r t i o n  of the increased water c08t which cannot be absorbed. 



TEST PERIOD 

Cumberland Falls f i l e d ,  a n d  t h e  Commission h a s  a c c e p t e d ,  

the 12-month period e n d i n g  July 1 5 ,  1985, as the tes t  period i n  

t h i s  matter. 

REVENUES AND EXPENSES 

Cumberland F a l l s  d i d  not propose any a d j u s t m e n t s ,  88 s u c h ,  

t o  its test -year  s t a t e m e n t  of operations.  However, Cumberland 

Falls d i d  i n c l u d e  a ca lcu la t ion  of t h e  i n c r e a s e  i n  p u r c h a s e d  water 

costs r e s u l t i n g  from t h e  increased wholesale rate c h a r g e d  by 

W i l l i a m s b u t g  a d j u s t e d  f o r  e x c e s s i v e  line loss. The Commission, 

after c a r e f u l  e x a m i n a t i o n  of Cumber land  F a l l s '  f i n a n c i a l  

c o n d i t i o n ,  has made t h e  f o l l o w i n g  a d j u s t m e n t s  to Cumber land  F a l l s '  

test-year operat ing statement i n  accordance w i t h  its e s t a b l i s h e d  

r a t e - m a k i n g  practices: 

P u r c h a s e d  Water Expense  

Cumber land  F a l l s  reported actual p u r c h a s e d  water e x p e n s e  

for the test  period of $ 6 2 , 5 6 2  which c o n t a i n e d  l i n e  loss of 23 

percent. Based  o n  a d j u s t e d  test-year sales of 52,943,000 g a l l o n s  

and  t h e  Conuniss ion ' s  p u r c h a s e d  water a d j u s t m e n t  r e g u l a t i o n s ,  l i n e  

loss was l i m i t e d  t o  15 p e r c e n t  for r a t e - m a k i n g  purposes ,  r e s u l t i n g  

i n  a d j u s t e d  test-year p u r c h a s e d  water e x p e n s e  of $57,363.  The 

test -year  purchaeecl water  expen tm,  including the July 1 5 ,  1 9 R S r  

F n c r e a a e  from WlllLamsbury of $7,533 and reduced for excessive 

test-period l i n e  loss  of $Sr199, is $ 6 4 r 8 9 6 .  Accordingly, the 

Commission has i n c r e a s e d  Cumber land  F a l l s '  adjusted test-year 

p u r c h a s e d  water e x p e n s e  of $ 5 7 r 3 6 3  by $ 7 , 5 3 3  to re f lec t  the 

allowed i n c r e a s e d  purchased water e x p e n s e .  
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Depreciation Expense 

Cumberland F a l l s '  test-year depreciation expense was 

$19,407. The Commission, in Cumberland Falls' last general rate 

case, computed depreciation expense for rate-making purposes on 

non-contributed plant only, to i n s u r e  t h a t  ratepayers pay only for 

the plant in which the  utility h a s  made an investment and not t h e  

plant which the utility has acquired through contributions. 

Cumberland F a l l s '  balance sheet at the end of the test-year 

reflects Contributions in A i d  of Construction of $406,243, which 

represents approximately 62.06 percent of the total cost of 

utility plant  in service. Therefore, in determining the pro forma 

depreciation expense, the Commission has excluded approximately 

62.06 percent of the test-year depreciation expense. The adjusted 

depreciation expense for rate-making purposes is $7,364, which 

reflects a reduction of $12,043. 

Adjustments to the test-year operations produced the 

following results: 

Commisa i o n  Cornmiss i o n  
A c t u a l  Adjustments Adjusted 

Operating Revenues 
Opera t lng Expenses 
Operating Income 
Othe r Income 
Other Deduct ions  

$ 189,507 $ -0- $189,507 

3 , 1 4 5  - Q- 3 ,149  
14,503 -0- 1 4 , 5 0 3  

$< 8 , 5 4 8 >  $ 9,309 $ 1,161 

REVENUE REQUIREMENTS 

Cumberland F a l l s '  annua l  d e b t  service 1s $13,880. The 

Commission is of the opinion that a debt-service coverage of 1.2X 

is a fair, just and reasonable coverage for Cumberland F a l l s  to 
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m a i n t a i n  i n  t h a t  i t  meets t h e  r e q u i r e m e n t s  ot its l e n d e r s  a n d  

p rov ides  an adequate s u r p l u s  €or e q u i t y  g r o w t h .  Based o n  a d j u s t e d  

test-period o p e r a t i o n s ,  t h e  Commission f i n d s  t h a t  Cumber land  Falls 

s h o u l d  i n c r e a s e  i ts rates to  p r o d u c e  a d d i t i o n a l  a n n u a l  r e v e n u e s  as 

f o l l o w s :  

Adjusted Operating Expenses $176,988 
I n t e r e s t  Expense  on O t h e r  Long- 

term D e b t  4 ,623  
1.2X D e b t - s e r v i c e  Coverage 1 6 r 6 5 6  
Revenue R e q u i r e m e n t  $198,267 

A d j u s t e d  O p e r a t i n g  Revenue  $189 r 5 0 7  
A d j u s t e d  Other Income 3 r  1 4 5  

I n c r e a s e  R e q u i r e d  $ 5,615 

Less : 

Thus ,  t h e  Commission is of t h e  o p i n i o n  t h a t  Cumber land  F a l l s  

s h o u l d  absorb $1,918 of t h e  t o t a l  i n c r e a s e  of $7,533 i n  i ts  

p u r c h a s e d  water cost.  

SUMMARY 

The  Commiss ion ,  a f t e r  c o n s i d e r a t i o n  of t h e  e v i d e n c e  of 

record and  b e i n g  a d v i s a d ,  is of t h e  o p i n i o n  a n d  f i n d s  t h a t :  

1. Cumber land  F a l l s  has  n o t  made a n y  bond p r i n c i p a l  pay- 

m e n t s  s i n c e  1977 and  owes accrued i n t e r e s t  of $79,928 o n  v a r i o u s  

long- t e rm debts .  

2 .  A Show C a u s e  p r o c e e d i n g  t o  i n v e s t i g a t e  t h e  non-payment 

of both t h e  bond p r i n c i p a l  paymen t s  and  the interest e x p e n s e  

a c c r u e d  associated with v a r i o u s  l o n g - t e r m  deb t s  s h o u l d  be 

c o n d u c t e d .  

3. The p u r c h a s e d  water  a d j u s t m e n t  c l a u s e  f i l e d  by 

Cumber land  F a l l s  is i n  c o m p l i a n c e  w i t h  807 KAR 5x067, is i n  t h e  
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best  i n t e r e s t  of Cumberland F a l l s  and t h e  p u b l i c ,  and s h o u l d  be 

I 

a p p r o v e d  

4.  Cumber land  F a l L s  h a s  t h e  p o t e n t i a l  t o  a b s o r b  $ 1 , 9 1 8  of 

t h e  t o t a l  a d j u s t e d  p u r c h a s e  o f  water cost  i n c r e a s e  of $7,533. 

5 .  The ra tes  as  proposed by Cumberland F a l l s  a r e  u n f a i r ,  

u n j u s t  and  u n r e a s o n a b l e  and s h o u l d  be d e n i e d  upon  a p p l i c a t i o n  of 

KRS 278.030. 

6 .  A p u r c h a s e d  water a d j u s t m e n t  i n  t h e  amount  of 11 cents 

per 1,000 g a l l o n s  a n d  t h e  r a t e s  i n  Appendix A w i l l  provide t h e  

a d d i t i o n a l  r e v e n u e s  g r a n t e d  h e r e i n  and are f a i r ,  j u s t  and  

r e a s o n a b l e ,  and  therefore s h o u l d  be a p p r o v e d  . 
7. The base r a t e  f o r  f u t u r e  a p p l i c a t i o n  of t h e  p u r c h a s e d  

water a d j u s t m e n t  c l a u s e  of Cumberland F a l l s  s h o u l d  be: 

R a t e  S u p p l i e r  - 
Watt's C r e e k  $ 1.00 per 1 , 0 0 0  gal lons 
Becks Creek 1.00 per 1 ,000  ga l lons  
L i b e r t y  1.00 per 1 , 0 0 0  gallons 

C i t y  of Corbin 1.05 p e r  1,000 gal lons  

West Laurel Water Association 1.00 p e r  1 , 0 0 0  g a l l o n s  

C i t y  of W i l l i a m s b u r g :  

50.00 per mon th  f l a t  charge 

IT IS THEREFORE ORDERED t h a t :  

1. A sepa ra t e  Show C a u s e  p r o c e e d i n g  s h a l l  be c o n d u c t e d  

to i n v e s t i g a t e  t h e  matter of non-payment of both  the bond 

p r i n c i p a l  payments and  the interest  e x p e n s e  a c c r u e d  a s s o c i a t e d  

with various long-term debts. 

2. The p u r c h a s e d  water a d j u s t m e n t  clause f i l e d  by 

Cumberland F a l l s  be and  it h e r e b y  is a p p r o v e d  e f f ec t ive  o n  and  

a f t e r  t h e  da te  of t h i s  O r d e r .  
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3 .  The rates p r o p o s e d  b y  Cumberland Falls be and t h e y  

h e r e b y  are denied. 

4 .  The ra tes  i n  Appendix A are  t h e  f a i r ,  j u s t  and  

r e a s o n a b l e  ra tes  t o  be c h a r g e d  for w a t e r  s e r v i c e  r e n d e r e d  OR and 

a f t e r  t h e  d a t e  of t h i s  O r d e r  and a re  h e r e b y  a p p r o v e d .  

5 .  For t h e  purpose of future a p p l i c a t i o n  of the 

p u r c h a s e d  water a d j u s t m e n t  c l a u s e  of Cumberland F a l l s  t h e  base 

r a t e  for  p u r c h a s e d  w a t e r  s h a l l  be: 

S u p p l i e r  Rates 

C i t y  of W i l l i a m s b u r g  
Watt's C r e e k  $ 1.00 per 1,000 g a l l o n s  
Becks C r e e k  1.00 p e r  1,000 gallons 
L i b e r t y  1.00 per 1,000 g a l l o n s  

C i t y  of C o r b i n  1.05 per 1,000 g a l l o n s  

West Laurel Water Association 1.00 per 1,000 gallons 
50.00 per month  f l a t  charge 

6 .  Cumberland F a l l s  s h a l l  f i l e  w i t h  the Commission 

w i t h i n  30 days of t h e  d a t e  of t h i s  O r d e r  its r e v i s e d  t a r i f f  sheets 

s e t t i n g  o u t  t h e  p u r c h a s e d  water a d j u s t m e n t  c lause and t h e  rates 

approved  h e r e i n .  
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Done at Frankfort ,  Kentucky,  this 18th day of October, 1985. 

PUBLIC SERVICE COMMISSION 

Condissioner 

ATTEST t 

Secretary 



. 
t 

A P P E N D I X  A 

APPENDIX TO AN ORDER OF THE KENTUCKY PUBLIC SERVICE 
COMMISSION IN CASE NO. 9417 m T E D  mBm18, 1985 

The following rates and c h a r g e s  are prescribed for 

customers of Cumberland F a l l s  Highway Water District. All other 

rates and charges n o t  specifically mentioned herein shall remain 

the same as those in effect under authority of this Commission 

prior to the effective date of t h i s  Order. 

USAGE BLOCKS 

F i r s t  1,000 gallons 

Next 4,000 gallons 

Next  5,000 gallons 

Over 10,000 gallons 

GENERAL WATER SERVICE 

RATES 

$ 9.86 Minimum 

3 . 1 1  p e r  1,000 gallons 

2 . 3 6  per 1,000 gallons 

1.86 per 1,000 gallons 

Minimum B i l l s  

5/8-inch x 3/4-inch meter $ 9.86 Hinimum 

1-inch meter 22 .30  Minimum 

2- inch  meter 6 2 . 0 0  Minimum 


